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Executive Summary

The Hedth Care Group (HCG) has been an innovative, cost-effective way to provide
hedlth insurance to the smdl group marketplace in Arizona since 1988. Beginning in

1999, HCG began receiving, on average, approximately $8 million annudly in State
subsidiesto reduce the cost of HCG insurance to participating members. With the advent
of date subsdies, it isincumbent upon the State to ensure that it maximizesthe
effectiveness of those State subsidies, congstent with the State’ s doctrine of helping the
most needy of its citizens while encouraging persond responghility.

The two current HCG plans, Mercy Care Plan and University Physicians, Incorporated,
have produced this briefing paper for the Hedth Care Group Adminigtration of the
Arizona Hedlth Care Cost Containment System (AHCCCS). This paper should also be
consdered in light of the larger hedlth care reform discussion currently being undertaken
by the Statewide Hedlth Care Insurance Plan Task Force (Task Force). The Task Forceis
tasked with the responshility of developing plans for providing Arizona uninsured
populations with affordable, ble hedth insurance. An important point for the Task
Force and the Legidature to consder during these ddiberations is the lack of a permanent
funding source for the HCG program beyond state fiscal year 2002 (SFY 02). Without a
permanent funding source for HCG, approximately 12,000 Arizonans who have hedth
care coverage through HCG will lose their coverage and potentialy become uninsured.

This paper begins with a discusson of the misson of the HCG program, induding the
origins of the program, and the program’ s gods. Thisisfollowed by anarrative
description of the Proposed Planin the context of the previoudy outlined program godls.
Fndly, the Proposed Plan’s specific design changes are examined from the viewpoint of
the uninsured. The changes represent the minimum program changes that would need to
be implemented to ensure continued participation in the HCG program by the two
currently contracted hedlth plans, Mercy Care Plan and University Physicians,
Incorporated. It isimportant to note that the magor programmetic changes proposed will
require legiddive intervertion.

HCG’s Original Mission Summary

HCG was created to provide affordable and accessible hedth care coverage to small
businesses with 50 or fewer employees and palitica subdivisons within the state of
Arizona.

Origins of the Program

HCG was devel oped to help reduce the number of uninsured individuas in the State.
HCG acts asasafety net. It provides away for individuasto receive hedth care when it
is needed rather than waiting until they are serioudy ill, cannot work because f the
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illness, and are forced to spend down to AHCCCS or other State/Federal assistance
programs. HCG is an employment-based hedth care coverage program. Covered
individuals must be sdf-employed, working for asmal business, or work for a politica
subdivison. Dependents of these employees are also covered. Program efforts are
directed a encouraging smal employersto offer coverage to their employees. This
benefits the state by:

» Reducing the strain of uncompensated care on hospita's, community hedth

centers, and individua practitioners,
» Maintaining a hedlth, productive work force and solid tax base, and
= Providing an opportunity for Arizonansto lead a hedthier, more productive life.

Commercid insurance companies have been unwilling to pick up the risk of insuring the
smal employer marketplace, and in many instances, without HCG as a safety net, this
population would be left without an option for coverage. The small employer
marketplace isjust one segment of the health insurance market that does not have access
to the health care coverage — because it istoo expensive or smply not available to them.
The result of thislack of coverage places an increasing burden on the already over-
burdened hedlth care system as costs are shifted to other payors:
» Medica costs are increasing for al Arizonans to cover uncompensated care of the
uninsured,
= Higher taxes are being assessed to pay for State/Federa assistance programs
when indigent qudify or spend down to qudify for indigent care programs, and
=  Insurance premiums of the insured are increasing to make up the difference.

Many forms of hedlth care reforms are being considered at the State and Federa levd,
yet no one will address the problems of dl of the uninsured. Until such time that a
solution can be crafted that specifically addresses the needs of the small employer
uninsured, HCG provides amuch needed leve of coverageto Arizona s smal employer
groups, especidly sole proprietors and businesses with one employee. And the coverage
has shown to be affordable, easily accessible, and efficiently provided from both an
adminigrative and programmeatic perspective.

Goals of the Program

The HCG Adminigtration devel oped five mandates to actuate the goa's and objectives of
the program. The mandates drive adminigtrative and program management and supply
the framework from which quantifiable performance measures can be evaluated. The
five mandates are:

1. Reduce the number of uninsured by offering hedlth care coverage to smal
business groups
Provide Statewide accessible coverage
Maintain affordable premium levels
Monitor hedth plan’s performance
Promote public awareness of the benefits of hedlth care coverage and the
availahility of the HCG coverage

gabhowd
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Within each of these mandates, HCG Adminigtration is responsible for the adminigrative
component of the program and the participating hedth plans are respongble for
programmatic component of the program. Performance measures have been developed
and are available demondrating the value of both components of the program.

HCG Proposed Plan - Plan Design Summary

This section contains a brief description of the Proposed Plan recommended by the HCG
plans. The Proposed Plan Design can be grouped into four mgor components,

*  Program Design — the adminigirative structure of the program such as digibility
determination;

= Target Population — those digible individuds who actudly enrall;

= Benefit Package — the services provided to the enrolled population; and

= Seavice Ddlivery Network — how the services will be provided, primarily a choice
of fee-for-service versus managed care.

Program Design

To improve the accountability of the program and continue to be adminigratively
efficient, the Proposed Plan recommends four mgor changes to the HCG program in the
aress of digibility, number of plans offered, the divison of adminidrative

responghbilities, and the underwriting methodology. A mgor existing component of the
current HCG program’ s accountability, its Prepaid Plan requirement, remains unchanged.

Eligibility Changes

Asthe HCG program has received subsidies from the State Generd Fund in State-only
dollars, the HCG digihility process should be dtered to ensure that only those with no
other public programs available to them are receiving State-only subsidies. To do this,
the digibility process must be changed to gather sufficient household income information
to make a preiminary digibility determination for al joint State/Federd programs. In
this manner, the HCG is more accountable to the State by ensuring that Federal dollars
aremaximized. Implementing a hierarchica digibility process will require a subgtantid
expangon in the State' s adminidrative effort.

Number of Benefit Options Offered

One of the reasons HCG has been successful to date has been itslow adminidrative
overhead. To continue to be adminigratively efficient, HCG proposes to sireamline the
benefit options offered into a single uniform coverage option offered Statewide.
Employerswill be offered a angle benefit design, with no ability to modify or ater the
covered benefits or benefit levels. A single benefit option will be easer for the HCG
Adminidration to adminiger.
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Division of HCG Administrative Responsibilities

The HCG Plans propose reorganizing the adminidrative structure of the program to
reflect the new accountability to be attached to the HCG program. The HCG
Adminigration would expand its role and assume dl of the roles of a clearinghouse,
assuming the primary responghility for digibility determination, enrollment, and
disenrollment.  Again, for HCG Adminigtration to undertake these additiondl
adminigrative functions would require a substantial expansion of their adminidrative
dollars and resources. To do this, additional administrative funding sources would need
to beidentified. Currently, the HCG Adminigration is funded completely out of
member contributions and this funding would be insufficient to cover the additiona
responsibilities proposed here. The HCG Plans would then focus soldly on the ddlivery
and management of the care.

Underwriting Methodology

To incorporate the concept of accountability into the program, it is essential to have a
premium structure thet varies by income. A revised underwriting methodology is
necessary to develop a premium structure that varies by income. To avoid issues of
adverse selection, the underwriting methodology must dso factor in demographic age
banding. The resulting new rate setting methodology would be comprised of a base
three-tier rate structure that would vary dightly by county and two adjustment factors
based on the employee’ s household income and the employee’ s age.

Prepaid Plan

To reinforce persond respongbility, HCG memberswill continue to be required to pay
their premiums by thefirgt of the month prior to the month of service.

Target Population

The target population for the HCG population continues unchanged from that of current
legidation; the smadl employer group marketplace with between 1 and 50 employees and
politica subdivisons regardiess of size.

Benefit Package

Services of the Proposed Plan will be provided through a single uniform coverage
gpproach built on amanaged care service ddivery network. Employerswill have only
one benefit plan to choose from and will not be offered riders or modifications. All
covered services, copays, and benefit levels will be identical Statewide for each
participating hedth plan. The benefit design of the Proposed Plan is outlined in the
following teble:
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Description
Covered Services Hospitd, physician, emergency room (ER),
pharmacy, ambulance, preventive services, other
Additiond Services Medicaly necessary DME, family planning services
Excluded Services Mental hedth/behaviord hedth, chiropractic,
trangplants, and skilled nursing facility
Bendfit Leves $2 million lifetime maximum
Cost-Sharing Provisons
Copay Only $100 per inpatient admission; $100 per surgery in
licensed ambulatory surgica center; $100 for dl use
of ER; $40 for urgent care facilities; $20 for
physician, $15 generic/$30 brand for pharmacy; $10
for gpproved, scheduled well-care vigts

Service Delivery Network

In keeping with the current service ddivery approach, the network will continue to be a
managed care ddivery system based on the gatekeeper modd. The services, to be
delivered through a managed care service ddlivery network, will be subject to the use of a
primary care gatekeeper modd, prior authorization requirements, and utilization
management techniques congstent with the current smal employer marketplace.

Personal Responsibility Components

As mentioned above, dl individuas who apply to the HCG program through their
employers must submit adequate documentation for the HCG adminigtration to determine
their digibility for other joint State/Federd programs. To ensure that State-only dollars
are used only those individuas for whom no other publicly funded hedth insurance
options exigt, only those individuas who are indigible for Federd programswill be
enrolled in the HCG program.

The premium structure will use aincrementa scale based on employee age and
household income. As the household income increases, so will the premium. Asaresult
of implementing hierarchica digibility, the scale will be coordinated with existing
State/Federa programs income digibility guiddines. The diding scae will be doped so
that the low income households (less than 300% of the FPL) will be receiving the largest
subsidy, the near poor (between 300% and 399%) will receive asmaler subsidy, and
those with incomes above 400% will receive no subsidy and could potentidly be
subsidizing the cost of the program.
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Methodology

AHCCCS requested that the HCG Administration, in conjunction with its contracted
HCG plans, develop a briefing paper on the HCG program to present proposed changes
to the HCG program. This briefing paper will be shared with the Statewide Hedlth Care
Insurance Plan Task Force. The proposed changes devel oped by the HCG plans are
designed to make it more accountable for the State subsidies received and more focused
on the State’ s doctrine of personal responghility. The proposed changes were developed
through a series of four working meetings between the HCG plans and the HCG
Adminigration. The changes represent the minimum program changes thet would need
to be implemented to ensure continued participation in the HCG program by the two
currently contracted hedth plans, Mercy Care Plan and University Physicians,
Incorporated.
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HCG’s Original Mission

HCG was created to provide affordable and accessble hedlth care coverage to smal
businesses with 50 or fewer employees and politica subdivisions within the state of
Arizona

To be successful in achieving the goa of appeding to the smadl group target market, it
essentid to understand the programs’ origind mission and then how the proposed
changes refocus HCG on its origind misson. To do this, in this section of the paper, first
the origins of the program are examined and then the program’s gods are examined. In
the final section, the proposed changes are reviewed releive to their ability to achieve
those program goas.

Origins of the Program

HCG was developed to help reduce the number of uninsured individuasin the State.
HCG acts as a safety net. It provides away for individuds to receive hedth care when it
is needed rather than waiting until they are serioudly ill, cannot work because f the
illness, and are forced to spend down to AHCCCS or other State/Federal assistance
programs. HCG is an employment-based hedlth care coverage program. Covered
individuals must be sdf-employed, working for asmall business, or work for a politica
subdivison. Dependents of these employees are al'so covered. Program efforts are
directed a encouraging smdl employersto offer coverage to their employees. This
benefits the state by:

» Reducing the strain of uncompensated care on hospitals, community helth

centers, and individuad practitioners,
= Maintaining a hedth, productive work force and solid tax base, and
= Providing an opportunity for Arizonans to lead a hedthier, more productive life.

Many smdl businesses are unable to obtain group coverage because:

=  Commercid insurance carriers have eected to avoid the small group market
through insurance practices such as medi cal/experience underwriting, mandatory
employer contributions, and minimum group Sze requirements. Few insurance
carriers market to businesses with 2- 5 employees.

= The Department of Insurance and the insurance companies they regulate do not
recognize sole proprietors or businesses with one employee as a group and
therefore do not provide group coverage to them.

=  Medicd underwriting escalates the smdl groups premium rates to unaffordable
levels even though Federd legidation, The Health Insurance and Portability and
Accountability Act of 1996 (HIPAA) mandates guaranteed coverage.

Commercid insurance companies have been unwilling to pick up the risk of insuring the
smal employer marketplace, and in many ingtances, without HCG as a safety net, this
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population would be left without an option for coverage. The smdl employer
marketplace isjust one segment of the health insurance market that does not have access
to the health care coverage — because it s too expensive or Smply no available to them.
The result of thislack of coverage places an increasing burden on the aready over-
burdened hedlth care system as costs are shifted to other payors:
» Medicd cogsareincreasing for al Arizonans to cover uncompensated care of the
uninsured,
= Higher taxes are being assessed to pay for State/Federa assistance programs
when indigent qudify or spend down to qualify for indigent care programs, and
= |nsurance premiums of the insured are increasing to make up the difference.

Many forms of hedlth care reforms are being considered at the State and Federd levd,
yet no one will address the problems of dl of the uninsured. Until such time that a
solution can be crafted that specificaly addresses the needs of the small employer
uninsured, HCG provides a much needed leve of coverage to Arizond s smdl employer
groups, especidly sole proprietors and businesses with one employee. And the coverage
has shown to be affordable, easly accessible, and efficiently provided from both an
administrative and programmatic perspective.

HCG’s Program Goals

The HCG Adminigration developed five mandates to actuate the gods and objectives of
the program. The mandates drive adminigtrative and program management and supply
the framework from which quantifiable performance measures can be evaluated. The
five mandates and how the HCG program addresses them are:

1. Reduce the number of uninsured by offering hedlth care coverage to smdl
business groups - HCG is the only health care provider that recognizes groups of
oneasagroup. Minima group Sze coverage through acommercid carrier is
two. HCG isdominated by very smdl groups— 91% of the covered groups are 3
and less employees. HCG aso encourages employer contributions but does not
mandate them;

2. Provide Statewide accessible coverage — Until the recent departure of one of the
three participating hedth plans, HCG was able to offer statewide coverageto all
Arizonans. The HCG Adminigtration is currently examining the most gppropriate
vehicle continue to provide Statewide access.

3. Maintain affordable premium levels - Thereis no medical underwriting at the
time of enrollment. HCG premium rates and annud increases are based on the
cost of providing servicesto dl enrollees and not on the medica condition of a
particular enrollee at the time of enrollment

4. Monitor hedth plan’s performance — The HCG Adminigtration has developed an
extremely comprehensive data set combining persontleved digibility datawith
detailed clams and utilization data for dl HCG members. Combined with a
sophisticated decision support system, HCG Administration has the capability to
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quickly provide management reporting information on the participating hedth
plans performance in the areas of accessto care, utilization management, and
coordination of care. Aspart of the legidation making State funds available to
cover potential losses incurred by participating health plans, those plans are
required to submit audited financids specific to the HCG line of busness. In
addition, the plans submit a detailed quarterly financia reporting package that
dlowsthe HCG Adminigration to continualy monitor the hedth plans financid
performance. In addition, in conjunction with AHCCCS biannuad hedth plan
review process, HCG Adminigtration aff review the HCG operations of each
participating hedlth plan every two years.

5. Promote public awareness of the benefits of hedlth care coverage and the
avallability of the HCG coverage - HCG' s decision support system generates
monthly and ad hoc reports on the enrollment/disenrollment trends, monitoring
changes in group Sze, hedth satus at time of enrollment, and evaluating average
group premium rates. These reports are aso used to study trends over severd
years by providing cross-sectiond and longitudina tabulation of data on past and
current members. The HCG Adminigtration has used these reporting capabilities
to build aregular management reporting package that it usesto keep the
AHCCCS Adminigtration and the Legidature fully informed of the program’s
current status.

Within each of these mandates, HCG Adminigtration is responsible for the adminigrative
component of the program and the participating hedth plans are respongble for
programmatic component of the program. Performance measures have been developed
and are available demondtrating the value of both components of the program.

While innovative State and Federa hedlth care reforms are being designed and
implemented and commercia insurance programs are in compliance with HIPAA, there
remains a segment of the small group market that will not be reached, very smdl groups
with 1 — 3 employees. For the most part, this population remains virtualy unserved or
underserved.

HCG is avallable and positioned to cover these very smdl employer groups. Without
HCG, many smal businesses would be unable to find affordable hedth care for their
employees.
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HCG Proposed Plan

This section reviews the Proposed Plan by comparing it to other, typica smal employer
plans, and relying on the collective experience of the HCG Plansin the hedth care
coverage market. To ensure a complete and systematic discussion of the mgor changes
within the Proposed Plan Design, the changes were grouped into the four components of
Plan Design. These components, aso known as the Determinants of Risk, ultimately
determine the find plan design of any hedlth insurance program and the resulting
premium necessary to support that insurance program.

= Program Design — the adminigrative structure of the program such as digihility
determination;

= Target Population — those digible individuds who actudly enrall;

= Benefit Package — the services provided to the enrolled population; and

= Savice Ddivery Network — how the services will be provided, primarily a choice
of fee-for-service versus managed care.

The outline of this section follows that of the previous sections by discussing the plan
design and persond responsibility components of the Proposed Plan. Within each of the
components of plan design, the maor changes are outlined with narrétive attached
describing the issues surrounding the proposed changes.

Plan Design

There were severa over-arching themes agreed upon by the HCG plans in developing the
Proposed Plan;

» The Proposed Plan had to be accountable for the State subsdies now being
received,

= The Proposed Plan could not violate the origind intent of the HCG program to
encourage persona responsibility;

= The Proposed Plan must direct any subsidies, if necessary for the program’s
continued existence, to the most needy based on income

=  TheProposed Plan must continue to provide an insurance vehicle for the smal
group marketplace where none currently exists due to affordability or lack of
product availability

Program Design

Hierarchical Eligibility

To improve the accountability of HCG in light of its recent State subsidies, the mgjor
revison to the HCG program isto develop a hierarchicad digibility determination to
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ensure that only those individuas with no other joint State/Federa programs available to
them are recalving State-only subsidy dollars.

Theimplementation of hierarchicd digibility is aso conggent with the State’ sgod of
using auniversa gpplication for digibility processng and streamlined digibility
determinations. Under the universa gpplication gpproach, digibility processing for the
multitude of joint State/Federa programs is trangparent to the gpplicant. All the applicant
knowsiis that the State is screening the gpplicant for ALL public programs to find the
program most advantageous to the applicant and the State, smultaneoudy. This saves
the gpplicant time and needless duplication and will result in higher presentation rates.
The hierarchicd digibility will dso dlow the State to maximize State and Federa

funding so that more individuals can be offered coverage. Implementing ahierarchicd
eigibility process will require asubgtantial expansion in the State' s adminigrative effort.

Number of Benefit Options Offered

The decison to offer a single benefit option has many implications, both positive and
negative. Individua participation will likely be better when more than one option is
offered. Because the uninsured sub-populaions in any given county have different needs
and concearns it is beneficid to include multiple plan options.

Offering more than one form of benefit option does have its drawbacks. The program is
more complex to adminigter. Likewise, more educational materials will need to be
developed and digtributed in order to aid individuasin choosing a specific benefit plan.
Even with educationd materid, the complexity of the choices may lead to
misunderstanding. Furthermore, the risk of the populations enrolling in the various
coverage plans may vary dramaticaly. This occurrence, often referred to as selection, can
create sgnificant imbal ances between the plans. These imbaances lead to higher
premiums in certain plans and create concerns for insurance providers that are left with
the highest cost individuds.

The past experience of HCG is congstent with that of other States when offering multiple
plans; the plan most resembling the dominant plan in the marketplace is aso the most
dominant plan for the subsidized program, typicaly garnering 85-95% of the enrollment.
The adminigtrative complexity associated with additiona plansis not warranted by the
minimd additiond enrollment gained.

Division of HCG Responsibilities

Based on the proposed changes to improve the accountability of the HCG program for its
State subsdies, the divison of responshilities should change between the HCG
Adminigration and the HCG Plans. To achieve the improved accountability, the HCG
program must have amuch closer linkage to the other joint State/Federa programs
administered by AHCCCS. In addition, To improve the coordination of the HCG
program with other public programsin Arizona, HCG needs a adminidratively efficient
centralized clearinghouse function.
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The HCG Adminigration is adminigratively and operationdly better suited to play this
clearinghouse role than the HCG plans. This change in the HCG Adminidration’sroleis
areflection of the trangtion of the HCG program from smply a hedth insurance vehicle
for smal employers to a hedth insurance program that provides subsidized coverage.
The subsdies should be directed to those employees who are most in need: low income
employeesin smal employers who have no other programs available to them. The shift
to means-testing based on income requires a sophisticated interface at a program leve
with AHCCCS digibility. Thus, the HCG Adminigtration, based on it proven track
record of adminidtrative efficiency, should assume the clearinghouse role for the HCG
program. Again, for HCG Administration to undertake these additiond adminidrative
functions would reguire a substantial expansion of their adminigtrative dollars and
resources. To do this, additiond adminigtrative funding sources would need to be
identified. Currently, the HCG Adminigtration is funded completely out of member
contributions and this funding would be insufficient to cover the additiona

responsbilities proposed here.

Table 1. Summary — Proposed Division of HCG Responsibilities

HCG Administration

HCG Plans

Program Design

Network Development

Eligibility Determination (Only those
indigible for Public Programs)

Provider Credentiaing

Premium Collection Coordination of Care

Enrollment/Disenrallment Disease Management

Marketing Clams Payment

Rate Setting Utilization Management
Management Reporting

Underwriting Methodology

The current underwriting methodology is based upon a three-tiered premium structure
that varies by age. It is not sophigticated enough to account for the proposed hierarchical
eigibility process or the means-testing to determine the amount of subsidy. To
incorporate accountability (for the current State subsidies) into the program, it is essentia
to have a premium gtructure that varies by income. A revised underwriting methodology
IS necessary to develop a premium structure that varies by income. To avoid issues of
adverse sdlection, the underwriting methodology must also factor in demographic age

banding.

The resulting new rate setting methodology would be comprised of a base three-tier rate
gructure that would vary dightly by county and two adjustment factors based on the
employee' s household income and the employee’ sage. Table 2 below shows how the
proposed underwriting methodology would work.
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Table 2. Summary — Revised Underwriting M ethodology for Proposed Plan

Tier Structure Income Factor* Demographic Factor®
Underwriting | Employee 0-299 % FPL 18-34
Variables Employee + One 300-399 % FPL 35-44
Employee + Family 400% + 45-54
55-64
65 +

! Income Factor would be based on the Employee’ s Household Income
2 Demographic Factor would be based on the Employee’s Age

Prepaid Plan

To reinforce the persona responsbility gpproach, HCG will continue to be a prepaid
plan. The member’s premium is due at thefirgt of the month prior to the month of
coverage. Members have up until the last day of the month prior to the coverage month
before being disenrolled for non-payment of premium.

Key Focus for Arizona Policy Makers — Program Design

To ensure the continued participation of the current HCG plans, it is criticd that the HCG
program design contain the following features,

= Hierarchicd Eligibility — ensure that State-only dollars are used only for those
with no other options

= Single Plan Offered Statewide — administrative and operational smplification

= Divison of HCG Responshilities— HCG Adminigration should assume dl of the
functions of a clearinghouse for the program and the HCG Plans should focus on
access to care and service ddlivery

»  Revised Underwriting Methodology-premium structure that includes factors for
income and age/sex so that rates paid by employees vary by their household
income and the employee' s age

=  Prepaid Plan — Just like any other employer-sponsored coverage, members must
per pay their premiums.

Target Population

The target population for the HCG population continues unchanged from that of the
current legidation; the small employer group marketplace with between 1 and 50
employees. The only exception to the employer Szeisin theingance of palitica
subdivisons. HCG'slegidation aso includes as a covered group political subdivisons
regardless of sze.
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To maximize potentid participation and to reach lower income individuds, the proposed
eigibility criteriawould now include al employees who work at least 20 hours per week.
Smadl employers are more likely to employ part-time workers (defined as anyone
working less than 32 hours per week). Reducing the number of hours worked to 20 per
week isareturn to the digihility criteriain effect prior to 1998. By including digibility
down to 20 hours per week, we are potentidly including a vulnerable population thet is
not currently covered by exigting public programs.

The participation requirements, continue to remain the same;

=  Group Size 1-5 — required participation of 100%
= Group Size 6-50 — required participation of 80%

These requirements are designed to avoid adverse sdection issues and would need to
factor in any employees that were excluded from HCG as aresult of being eigible for a
joint State/Federal hedlth care program.

Key Focus for Arizona Policy Makers — Target Population

To ensure the continued participation of the current HCG plans, it is criticd that the HCG
target population be based on the following criteria;

Smadl Employers— groups of 1-50

Hours Worked — any employee working more than 20 hrs per week
Participation Reguirements — 100% for groups 1-5, 80% for groups 6-50
Politica subdivisons of any Sze

Benefit Package

Overdl, the Proposed Plan benefits package is comparable to private commercia
insurance available to smdl employersin the Arizona hedth care market. Specificswill
be discussed under each subheading listed below:

= Covered Services—indusongexclusons of servicesincluded within the plan, dlinica
appropriateness of services, focus on preventive services,

= Bendfit Levels—types of and any limitations on the rembursement amounts; and

= Copay Provisons— amount of up-front costs to receive services

Covered Services

The Covered Services section deds with the inclusion and exclusion of specific services
in the benefit package. This section has been separated into two categories: basic services
and preventive services.
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Basic Services

As mentioned above, the covered servicesin the Proposed Plan are comparable to
those available in the small group marketplace. As aresult, the covered service
package is quite comprehensive, including such key features as inpatient
hospitaization, outpatient services, physcian vigts, maternity care, and pharmacy
services. Exclusions, such as chiropractic care, behaviora health/substance abuse
sarvices, trangplants, and skilled nuraing facility admissons, will keep the
premiums down, but will deter some individuas from enrolling in the Proposed
Pan

To ensure that the benefit plan is uniform Statewide and is consistent with thet
currently available in the small group marketplace, the benefit package will be
expanded to add medically necessary durable medica equipment and family
planning services. Both have been proven empiricaly to be cost-effective
services and merit inclusion in the Proposed Plan’ s benefit package.

Asagenerd note, the description of the benefit package may be changed in order
to highlight important inclusons, aswell as exclusons. For example, therapies
may be included, but specific types of therapy, such as physicd, speech, and
occupationd therapy, or even cardiac and pulmonary rehabilitation, should be
gpecificaly mentioned. Also, some of the typica exceptions, such as birth control
medication, blood products, diabetic monitoring equipment, and cosmetic surgery,
should be addressed at some point. By improving the detail of the covered
sarvices, individuds (as wdl as interested insurance plans) will have fewer
questions and concerns with the policy.

Preventive Services

Preventive services, induding routine physicad exams, immunizaions, well child
care, and wel women care areincluded in the Proposed Plan. Thiskind of
preventive service is covered in the Proposed Plan and includes financid
incentives designed to encourage participation in these preventive services. The
preventive services, incuding well-care, screenings, and prenata vidits include
financid incentives to participate. Examples of preventive services might include:

= Wdl Child Care— $10 copay;

» Well Woman Care— $10 copay;

» Prenata Vists— $10 copay only for initid visit, waived for al subsequent
vigts,

= Cancer and/or Diabetes Screenings— $10 copay.

Benefit Levels

The Proposed Plan has a lifetime maximum benefit of $2,000,000, which is consstent
with current practicesin the small group marketplace.
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Copays

The Proposed Plan changes the copay for anumber of services to bring them morein line
with current practice and the standard in the small group marketplace.

Physician Services

To be consgtent with trends in the current marketplace towardsincreasing
physician copays, the Proposed Plan includes a higher copay for physician visits,
from $10 to $20 per vigt. For any physician encounter other than a preventive
vigt from apre-defined, gpproved list of scheduled preventive visits, the copay
will be $20 per encounter.

Preventive Services

To encourage participation in preventive services, the Proposed Plan has reduced
copays, $10, for dl preventive vists from a pre-defined gpproved list of
scheduled preventive vidts. Thiswould include well-care vidits such as
immunizations, well-woman care and well-child care vists. In addition, to
encourage appropriate prenatal visits and follow-up, the Proposed Plan diminates
al copays for prenatd vigts after the initid vist for the term of the pregnancy

and for 60 days post-partum.

Emergency Room (ER)

To be conggtent with trends in the current marketplace towards increasing ER
copays, the Proposed Plan includes a higher copay for ER usage, from $50 to
$100 per vist. Consstent with the current plan, the Proposed Plan does not
include a copay differentia for ER use based on the subjective determination of
emergent vs. non-emergent conditions. Any use of the ER is subject to a $100 per
use copay, to be waived if the individud is admitted to the hospitdl.

Pharmacy

Currently, pharmacy is experiencing the highest trend rate of any hedlth care
sarvice, typicdly ranging from 16% to 20%. In amove to contain pharmacy
costs, the mgority of employer-sponsored hedlth care programs have ingtituted
subgtantia changesto their pharmacy programsin the last two years. To be
congstent with trends in the current marketplace towards increasing pharmacy
copays, the Proposed Plan includes a higher copay for prescription, from $5 for
al prescriptions to atwo-tiered gpproach. The most prevaent changein the
marketplace has been to implement multi-tiered copayment programsin
pharmacy to encourage the use of generic equivaents when they aredinicaly
equivaent to brand name drugs. To be consigtent with thistrend in the
marketplace, the Proposed Plan includes a two-tiered copay approach for
pharmacy; $15 copay for generic drugs and $30 copay for brand name drugs.
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Key Focus for Arizona Policy Makers — Benefits Package

The Proposed Plan does not make maor changes to the benefits package. Standardizing
the benefit package Statewide and increasing the copays make the plan design more
congstent with that of the smal group marketplace;

= Standardized benefit package — To ensure there are no differences Statewide,
medicaly necessary DME and family planning services are added to the benefit
package

= Copays—To bring the copays more in line with thet of the private small employer
marketplace, the copay for ER isincreased to $100, regardless of emergent or
non-emergent use and the pharmacy copays are changed to a two-tiered model
featuring a $15 copay for generic drugs or a $30 copay for brand name drugs

Service Delivery Network

There were severd issues around the service delivery network discussed by the HCG
Adminigration and the HCG Plans, including the types of networks alowed, rurd issues,
and the type of coordination of care expected.

Single vs. Multiple Forms of Networks

The decison to offer asingle form of service deivery network, as with that of plan
desgn, has many implications, both positive and negative. Again, individuad participation
will likely be better when more than one type of service ddivery network is offered.
Because the uninsured sub- populations have different needs and concerns, it is beneficid
to include various forms of coverage. In addition, competition could be increased as
health mai ntenance organizations (HMOs) and indemnity plans contend for enrollment
which could result in grester member participation.

However, offering more than one form of network does have its drawbacks. Any added
programmetic options like network design will make the program more complex for the
State to administer, the HM Os to operationdize, and members to understand. Likewise,
more educational materials will need to be developed and distributed in order to aid
individuas in choosing a pecific form of network. Even with educational materid, the
complexity of the choices may lead to misunderstanding. Furthermore, the risk of the
populations enrolling in the various networks may vary dramaticaly. This occurrence,
often referred to as selection, can create significant imbal ances between the indemnity,
preferred provider organization (PPO), and HMO plans. These imbaances lead to higher
codsin certain plans and creste concerns for insurance providers that are left with the
highest cogt individuas.

It isnot typicd of other subsidized ate plans to include both an indemnity and HMO
option. They generaly offer only one option and that choice is dictated by the
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predominant service ddivery mechanism in the State. Looking to the employer-
sponsored marketplace in generd, only 4 percent of smdl to large employers (099 and
100499 employees) nationdly offer both indemnity and managed care plans, while 18
percent offer multiple forms of managed care plans (e.g., HMO, PPO, Point of Service).
These percentages are 17 percent and 36 percent respectively for very large employers
(500+ employees) (Source: Mercer/Foster Higgins Nationd Survey of Employer-
Sponsored Health Plans 2000).

Coordination of Care

The contracted health plans will be responsble for coordinating the care of the HCG
members. While often consdered a hasde to the insured, this coordinated approach to
care ddlivery can save money and lead to ahigher qudity of care due to provider
coordination. Likewise, alack of coordination can lead to duplication of services and
unnecessary treatments.

Rural Issues

An HMO modd isnot dways feasblein rurd areas, dueto relatively few hedth care
providers and hospitals. HMOs need these providers and hospitasin their network, but
are often unable to negotiate discounted rates due to the lack of competition among
providers. PPO plans have the same concern in rura areas, since they are dependent, in
large part, on their network of providers and related discounted fees. Thus, PPO and
HMOs plans are typically not offered in rura areas. However, Arizond s Medicad
program, based upon an HMO coverage modd, has been successful in extending
managed care to the rural areas. These Medicaid managed care plans are currently
participating in every Arizona County. Currently, the two contracted HCG plans do not
cover every Arizona County. The HCG Administration needs to secure additional HMOs
on a county-by-county basisto offer true statewide coverage.

Key Focus for Arizona Policy Makers — Service Delivery Network

To ensure the continued participation of the current HCG plans, it is criticd that the HCG
program include the following service ddivery requirements,

= Sngle Ddivery Mechanism — to avoid any adverse sdlection within the HCG
program, only a managed care service ddivery network should be offered

= CareCoordination — again to avoid any adverse selection within the HCG
program, only a gatekeeper model should be utilized to coordinate care

= Rurd Issues—in the event sufficient HMO coverage is not atainable, the HCG
Adminigtration may want to consder indemnity coverage on a county-by-county
basis
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Personal Responsibility Components

Theorigind intent of the HCG enabling legidation was to provide a hedth insurance
vehicle to those small employers for whom hedlth insurance was not available, either due
to alack of product availability or affordability. The program was designed to provide a
vehide for smal employersto offer hedlth insurance where previoudy they had none
with little or no subsidy from the State. Smal employers and their employees would be
personally responsible for the vast mgority of their hedlth care cogis.

As mentioned above, dl individuas who gpply to the HCG program through their
employers must submit adequate documentation for the HCG adminigtration to determine
their digibility for other joint State/Federa programs. To ensure that State-only dollars
are used only those individuas for whom no other publicly funded hedth insurance
options exigt, only those individuas who are indigible for Federd programswill be
enrolled in the HCG program.

The premium structure will use aincremental scale based on household income and
employee age. Asareault of implementing hierarchicd digibility, the scde will be
coordinated with exigting State/Federd programs income digibility guiddines. For the
income factor, as your household income increases, so will your premium. Thediding
scale will be doped o that the low income households (less than 300% of the FPL) will
be receiving the largest subsidy, the near poor (between 300% and 399%) will receive a
smaller subsidy, and those with incomes above 400% will receive no subsidy and could
potentialy be subsidizing the cost of the program.
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Appendix 1: Proposed Plan - Benefit

Package
Plan Features HCG HMOs
and Benefits Benefit Package
Calendar Year Individud Not Applicable
Deductible
Family Aggregate Not Applicable
Physician Services Office Vist + Minor Surgical $20 Copay per Encounter
Any Physician Servicesother than  {$20 Copay per Encounter
approved, scheduled preventive
vigts
Preventive Vidts from an $10 Copay per Encounter
approved, scheduled list
Maternity Services, induding $20 Copay for firg vist only,
Prenatal/Postnatal Care, Labor and  |copay waived for remainder
Ddivery of vists during pregnancy
and 60 days post-partum
Other Services Diagnogtic Lab and Copay waived
X-ray Services
Additional Services Medically Necessary DME Not Applicable
Family Planning Services $20 Copay
Hospital Services Inpatient Room and Board, Lab $100 Copay Per Admission
and X-ray
Medica Supplies, and
Miscdllaneous Hospital Services
Licensed Ambulatory Surgica $100 Copay Per Surgery
Center
Emergency Care Physicians Office $20 Copay
Urgent Care Center $40 Copay
Hospital $100 Copay (Waived if
admitted)
Ambulance No Charge if Authorized by
Hedlth Plan
Prescriptions $15 generic and $30 brand
Copay at aPaticipating
Pharmacy
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Plan Features HCG HMOs
and Benefits Benefit Package
Out-of-Pocket Limit I ndividua—200% Annua
Premium
Family—200% Annud
Premium
Lifetime Maximum Benfit $2 million
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